IN THE CHANCERY COURT FOR DAVIDSON COUNTY, TENNESSEE
FOR THE TWENTIETH JUDICIAL DISTRICT AT NASHVILLE

STATE OF TENNESSEE, )
)
Plaintiff, )
)

V. ) No.
)
HOUSEHOLD INTERNATIONAL, INC. )
a Delawar e cor por ation,, )
)
Respondent. )

COMPLAINT

Paintiff, State of Tennessee, through Paul G. Summers, Attorney General and Reporter for the
State of Tennessee, at the request of David A. McCollum, Director of the Divison of Consumer Affairsof
the Tennessee Department of Commerce and Insurance, and Fred R. Lawson, Commissioner of the
Tennessee Department of Financia Inditutions, (hereinafter “the State”), bringsthisaction pursuant to Tenn.
Code Ann. 8§ 47-18-108 of the Tennessee Consumer Protection Act of 1977 and Tenn. Code Ann. §45-
1-107. Plaintiff seeks, among other things: a permanent injunction, an order compelling
Defendant to pay restitution to consumers, attorneys fees and costs, and an order reforming
contracts between Defendant and Tennessee consumer's.

JURISDICTION AND PARTIES

1. The authority of the Attorney General and the Divison of Consumer Affairsto
bringthisaction isderived from theTennessee Consumer Protection Act of 1977, Tenn. Code Ann. 88
47-18-101, et seq., and the authority of the Department of Financial I ngtitutionsisderived from
Tenn. Code Ann. 88 45-1-101, et seq., and 45-5-101, et seq.

2. Defendant Household International, Inc., a Delaware corporation, and/or its direct and
indirect subsdiaries, afiliates, officers, directors, employees, agents, related entities, successors, and assigns
(collectively, “Household”), at dl times mentioned herein, have transacted business within the State of
Tennessee and in the County of Davidson. Theviolaionsof law dleged herein were committed throughout

the State of Tennessee and in the County of Davidson. Venueis proper pursuant to Tenn. Code Ann. 88



47-18-108(a)(3) and 45-1-107(a)(6).
GENERAL ALLEGATIONS

3. In the ordinary course of business, direct or indirect subsidiaries of Household
Finance Corporation (“HFC”), asubsdiary of Defendant Household Internationad, Inc., have negotiated
and entered into real-estate secured loanswith consumersin the State of Tennessee. Theser eal estate
secured loans were made from or at Household's retail lending branches during between the
period January 1, 1999 through September 30, 2002 (the " Covered Transactions').

4, State attorneys generd and sate financid regulatorsin Tennessee and in other stateshave
received and investigated complaints and conducted examinations concerning the Covered Transactions.
Those complaints and investigations rel ated to Househol d's conduct with respect to the following practices
(collectively, “the Lending Practices’):

A. Two red-edtate secured loans made at or near the same date to the same consumer

(“split loans’, or “loanSalitting”): Pantiff dleges that such loans were madethrough unfair and deceptive

means, including, but not limited to, misrepresentations or omissons concerning the number of loans,

misrepresentation of the benefits of refinancing and debt consolidation with the high-cost split loans; use of
the second loan asaresult of the high amount of points and feesfinanced as part of the primary loan; and as
a means to make high loan-to-vaue mortgage loans which had the effect of preventing borrowers from

seeking to refinance with lower rate lenders.

B. Loan points and origination fees. Plantiff dlegesthat Defendant failed to provide

timely and adequate information to borrowers concerning the amount and purpose of the putative* discount”
or “buy-down” points and fees imposed on their loans, including, but not limited to, failing to provide
meaningful early disclosures asrequired by law, 24 C.F.R. 3500.7.

C. Misrepresentation of interest rates. Plaintiff dlegesthat Defendant misrepresented

the interest rates to be charged on loans through suchmeansasusinga*“low-ball” rate purportingto bean
“effective’ rate or an equaly deceptive term. Such misrepresentations and omissions occurred in the
context of Defendant's attempting to disguise a high-rate mortgage as a low-rate mortgage through use of
(for payment of an additiond fee) a bi-weekly payment plan. Defendant failed to inform consumers that
accderated principa reduction occurred through making extra payments, instead mideading consumersinto

thinking the savings were attributable to lower interest charges than the loans provided for. Additiondly,



mideading comparisons were made between rates on existing debts which gpplicants were considering
refinancing or consolidating, and the rate(s) to be charged on Defendant’ s proposed [oan or [oans.

D. Monthly payment amounts  Plaintiff dleges tha Defendant faled to inform

consumers that higher payments, rather than lower rates, were the feature of the bi-weekly payment
programwhich would result in overal savingsinfinance charges. Further, in making salespresentationswith
respect to refinancing and debt consolidation applications, Defendant made mideading comparisons of
monthly payment obligations between existing debts and the proposed new loan or loans to be made by
Defendant.

E Single premium credit and other insurance product: Flantiff alegesthat Defendant

engaged in a pattern of “insurance packing,” including, but not limited to, mideading consumers as to the
voluntary nature of the insurance, the price of the insurance, and the benefits and/or term of theinsurance.

F. Prepayment pendties. Plantiff dleges that Defendant engaged in a practice of

mideading consumers about the presence of prepayment pendties on their loans and imposed prepayment
pendtiesin violation of date law.

G. Unsolicited loans offered through an unsoli cited negotiable check that the consumer

can accept by endorsing and depositing or transferring the check (“live checks’): Haintiff dleges that

Defendant used “live checks’ as a “bat” to make high-cos mortgage loans, used mideading
representations; and failed to adequately inform consumers that the unsolicited check was aloan.

H. Practices with regard to home equity lines of credit: Pantiff dlegesthat

Defendant extended what wasin substance closed-end credit disguised as open-end credit with theintent to
avoid making meaningful disclosures concerning the payment terms, such asthe exisence of large baloon
payments. Plaintiff further alleges that Defendant extended what was in substance closed-end credit with
APRsinexcessof 10% over the UStreasury ratefor comparable maturities, which Defendant disguised as
open-end credit to evade the requirements of the Home Ownership and Equity Protection Act, 15U.S.C. 8
1639.

l. Loan hilling practices relating to smple interest cdculations: Plantiff dlegestha

Defendant’ s practices by which payments were credited to accounts on the basis of the number of days

between payments frequently resulted in Stuations in which scheduled payments were insufficient to pay



accrued interest, cregting a shortfdl in interest (“interest short”), which resulted in excess finance charge
cogtsfor borrowers.  Such shortfdls could occur even when payments were not late. Defendant further
made representations concerning the opportunity to “skip a payment” without informing consumers that
doing so would result in “interest short” Stuations. Defendant failed to provide borrowers with materid
information necessary to avoid such extra charges.

J. Bdloon payments. Plaintiff alegesthat Defendant extended credit to borrowerson

terms that would eventually require balloon payments, without disclosing to borrowers the existence or
amount of the balloon payments.

K. Payoff information Plantiff alegesthat Defendant falled to provide timdy payoff

information, which impeded borrowers efforts to seek refinancing el sewhere.

L. Non English language documentationt  Plaintiff alleges that Defendant engaged in

unfair and deceptive practices by falling to provide meaningful descriptions of loan terms to non-Englight
speaking borrowers.

M. Net tangible benefit in loan refinancing: Plaintiff alegesthat Defendant engegedin

the practice of refinancing itsown or other loans, thereby imposing additiond feesand cogts, wherethe new
loan provided no net tangible benefit to the consumer.
COUNT I

5. Paintiff redleges and incorporates by reference the dlegations of Paragraphs 1to 4 of this
Complaint.

6. Defendant, through itsdirect and indirect subsdiaries, engagesin trade or commercewithin
the meaning of Tenn. Code Ann. 88 47-8-103(11) and -104, by making loansto consumersin the “ sub-
prime’” mortgage loan market. Defendant advertises, offers, solicits sales of, and sellsred estate secured
loans and related goods and services to Tennessee consumers. These acts and practices, more fully
described in Paragraph 4 of this Complaint, congtitute unfair and deceptive acts or practices affecting the
conduct of trade or commerce in the State of Tennesseeinviolation of Tenn. Code Ann. §47-18-104(a),
and, further, such actsand practices condtitute violations of Tenn. Code Ann. 88 47-18-104(b)(5), (b)(7),
(b)(9), (b)(12), (b)(13), and (b)(27).

7. Defendant, through its direct and indirect subsdiaries, engaged in the business of making



loansto Tennessee consumersthat were secured by those consumers homes. Defendant used mideading,
unfair and deceptive promotions, marketing and saes techniques to induce primarily low and moderate-
income homeownersto refinance their mortgages and consolidate their debts using Household' sred- edtate
secured loan products.

8. In the course of its dedlings with consumers and in furtherance of its own direct pecuniary
and businessgains, Defendant committed deceptive and unfair acts, or made materid misrepresentationsor
omissionsin violaion of Tenn. Code Ann. § 47-18-104.

COUNT I

9. Paintiff redleges and incorporates by reference the dlegations of Paragraphs 1to 8
of this Complaint.

10. Defendant, through the conduct of itsdirect and indirect subsidiaries, hasfailed to meet the
continuing requirementsfor regitration asan industria loan and thrift company, within the meaning of Tenn.
Code Ann. § 45-5-201(a), to make loans to consumers in the “sub-prime’ mortgage loan market.
Defendant advertises, offers, solicits sdes of, and sdlls red estate secured loans and related goods and
sarvices to Tennessee consumers. These acts and practices, more fully described in Paragraph 4 of this
Complaint, do not demondrate such experience, character and generd fitness as to command the
confidence of the public and warrant the belief that the businessto be operated thereunder will be operated
lawfully and fairly, in violaion of Tenn. Code Ann. § 45-5-201(a)(1).

11. Defendant, through its direct and indirect subsdiaries, by sdlling sngle premium
credit and other insurance products, more fully described in Paragraph 4.E., required or alowed to be
accepted an amount and type of insurance to consumers which does not bear areasonable relaion to the
exiging hazard and risk of loss, in violation of Tenn. Code Ann. 8 45-5-305(a)(3).

12. Defendant, through its direct and indirect subsidiaries, by imposing prepayment
pendties on consumers |oans, morefully described in Paragraph 4.E., charged unauthorized loan feesand
charges, in violation of Tenn. Code Ann. § 45-5-403(a).

13. Defendant, through its direct and indirect subsidiaries, through loan billing practices
relating to Smpleinterest calculations, morefully described in Paragraph 4.1., dllowed unauthorized deferra

charges, in violation Tenn. Code Ann. § 45-5-402(b)(3).



14. Defendant, through its direct and indirect subsidiaries, by use of “live checks’ and
other direct marketing, more fully described in Paragraph 4.G., published or distributed or caused to be
published or digtributed fase or mideading advertisting, in violation of Tenn. Code Ann. § 45-5-302(10).

15.  The Attorney Genera and the Commissoner of the Department of Financid Ingtitutions
entered into negotiations with Defendant and the parties have agreed to, and the Divison of Consumer
Affars has approved, the Agreed Fina Judgment filed contemporaneoudy herewith.

16.  The Divison, the Attorney Generd, the Department of Financid Inditutioins and the

Defendant have jointly agreed to the Agreed Fina Judgment and join in itsfiling.

WHEREFORE, Faintiff prays for judgment asfollows.
A. Pursuant to Tenn. Code Ann. 88 45-1-107(a)(6) and 47-18-108(a)(4), that
Defendant, itsdirect and indirect subsdiaries, affiliates, officers, directorsemployees agents, related entities,
successors, and assigns, and any and al other persons who act under, by, through, or on behalf of
Defendant be per manently restrained and enjoined from the following:
Q) Making or disseminating any mideading, unfair or deceptive
represententations in violation of Tenn. Code Ann. § 47-18-104, relating to the marketing or sale of loans
to consumers.
2 Doing any of the wrongful acts referenced in this Complaint or any other act
in violation of Tenn. Code Ann. §8§ 45-5, -201(a)(1), -302(10), -305(8)(3), -402(b)(3), and -403(a),
relating to the business of making retall resdentia loans to consumers.
B. That Defendant make restitution to consumers.
C. That Plantiff beawardeditsattorneys feesand costsand other gppropriaterelief avalable
under state law.
That this Complaint be filed without cost bond pursuant to the provisons of Tenn. Code
Ann. 88 20-13-101 and 47-18-116.

E That the Assurance of V oluntary Compliance be approved and filed in accordance with the
provisions of the Tennessee Consumer Protection Act.

F. That Plaintiff be awarded such other and further rdief as the Court deemsjust and



proper and is equitable under the circumstances.

Respectfully submitted,

PAUL G. SUMMERS
Attorney Genera and Reporter
B.P.R. 6285

RUSSELL T. PERKINS
Deputy Attorney Genera
B.P.R. 10282

LUCIAN D. GEISE

Assigant Attorney Generd

B.P.R. No. 19392

Office of the Attorney Generd

Consumer Advocate & Protection Division
Post Office Box 20207

Nashville, Tennessee 37202-0207

(615) 741-3108



